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Summary  of  Recommendations 


The  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  department's  response  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


We  recommend  the  department: 

A.    Seek  budget  amendments  and  transfer 
spending  authority  from  the  General 
Fund  to  the  Special  Revenue  Fund  when- 
ever its  revenues  exceed  expenditures 
in  the  Special  Revenue  Fund 


Agency  Response:   Do  not  concur.  See  page  32. 


B. 


If  necessary,  seek  legislation  for  an 
exemption  to  the  statute  which  requires 
all  state  agencies  to  spend  non-General 
Fund  moneys  before  General  Fund  money 
whenever  possible 


Agency  Response:   Do  not  concur.  See  page  32. 


10 


10 


Recommendation  #2 


Recommendation  #3 


Recommendation  #4 


We  recommend  the  department: 

A.  Account  for  the  proceeds  from  the  sale 
of  estrayed  animals  in  the  Agency  Fund 

as  required  by  state  accounting  policy II 

Agency  Response:   Do  not  concur.   See  page  34. 

B.  Transfer  $17,239  in  interest  revenue  to 

the  General  Fund 11 

Agency  Response:    Do  not  concur.   See  page  34. 

We  recommend  the  department  document 
certification  of  workers'  compensation 
coverage  or  approved  exemption  from  cov- 
erage for  independent  contractors 12 

Agency  Response:   Concur.  See  page  34. 

We  recommend  the  department  periodi- 
cally reconcile  brand  reports  issued  to 
reports  received 14 

Agency  Response:   Concur.  See  page  34. 
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Summary  of  Recommendations 

Recommendation  #5  We  recommend  the  department  improve 

the  review  process  over  travel  claims 15 

Agency  Response:  Concur.   See  page  35. 

Recommendation  #6  We  recommend  the  department  record  all 

operating  plan  amendments  on  SBAS  in 
accordance  with  the  state  law 16 

Agency  Response:  Concur.  See  page  35. 

Recommendation  #7  We  recommend  the  department  establish 

separate  accounting  entities  or  subsidiary 
detail  ledgers  to  account  for  disease 
emergency  and  re-record  moneys 17 

Agency  Response:   Concur.   See  page  35. 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Montana 
Department  of  Livestock  for  fiscal  years  1987-88  and  1988-89. 
The  objectives  of  the  audit  were  to: 

1.  Determine  the  department's  compliance  with  applicable 
laws  and  regulations. 

2.  Make  recommendations  as  necessary  for  improvement  in 
the  department's  management  and  internal  controls. 

3.  Determine  if  the  department's  financial  schedules  present 
fairly  the  results  of  its  operations  for  the  two  fiscal  years 
ended  June  30,  1989. 

4.  Determine  the  implementation  status  of  prior  audit  recom- 
mendations. 

This  report  contains  seven  recommendations  to  the  department. 
These  recommendations  address  areas  where  the  department  can 
improve  management,  internal  control,  financial  reporting,  and 
compliance  with  laws  and  regulations.    Other  areas  of  concern 
not  having  a  significant  effect  on  the  successful  operations  of 
the  department  are  not  included  in  this  report,  but  have  been 
discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  costs,  if  significant,  of  implementing  the  recom- 
mendations made  in  this  report. 


Background 


The  Department  of  Livestock  (department)  was  established  to 
provide  for  the  control  and  eradication  of  animal  diseases, 
prevent  the  transmission  of  animal  diseases  to  humans,  and 
protect  livestock  from  theft  and  predatory  animals.   The  Board 
of  Livestock  serves  as  the  head  of  the  department  and  is  respon- 
sible for  its  administration.   The  seven  board  members  are 
appointed  by  the  governor  and  confirmed  by  the  senate  to  serve 
six-year  terms.   The  board  appoints  an  executive  secretary  to 
serve  as  the  department's  chief  administrative  officer.   The 
executive  secretary's  duties  include  the  day-to-day  supervision 
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of  the  department  and  ensuring  board  directives,  policies,  and 
rules  are  carried  out.   The  department  is  organized  into  four 
divisions: 

Centralized  Services  Division  -  provides  accounting, 
budgeting,  payroll,  personnel,  legal,  purchasing,  data 
processing,  and  other  general  service  functions  for  the 
department. 

Brands  Enforcement  Division  -  includes  the  Inspection  and 
Control  program  and  the  Predatory  Animal  Control  pro- 
gram.  The  Inspection  and  Control  program  is  responsible 
for  livestock  theft  investigations,  brand  inspections, 
recording  of  livestock  brands,  and  dealer  licensing.   The 
Predatory  Animal  Control  program  controls  certain  preda- 
tors that  kill  or  injure  domestic  livestock. 

Animal  Health  Division  -  includes  the  Disease  Control  pro- 
gram, and  the  Rabies  Control  Program.   The  Disease 
Control  program  is  responsible  for  the  control  and 
eradication  of  animal  diseases,  and  preventing  the 
transmission  of  animal  diseases  to  humans.   The  Rabies 
Control  program  is  designed  to  prevent  exposure  of 
domestic  animals  and  humans  to  rabid  animals. 

Diagnostic  Laboratory  Division  -  provides  laboratory  sup- 
port for  the  Disease  Control  program.  Milk  and  Egg  pro- 
gram, veterinarians,  and  livestock  producers. 

Meat.  Milk,  and  Egg  Division  -  includes  the  Milk  and  Egg 
program,  and  the  Meat  Inspection  program.   The  Milk  and 
Egg  program  ensures  that  eggs  and  milk  products  sold  or 
manufactured  in  the  state  are  fit  for  human  consumption. 
The  division  also  oversees  the  Meat  Inspection  program  as 
established  by  the  Montana  Meat  and  Poultry  Inspection 
Act  of  1987.   The  purpose  of  the  program  is  to  provide  for 
a  state  certified  supply  of  wholesome  meat  products  for 
retail  consumption. 

The  Livestock  Crimestoppers  Commission  is  administratively 
attached  to  the  department.   This  commission  provides  a  reward 
program  for  information  used  in  detecting  livestock  related 
crime. 

The  department  headquarters  is  located  in  Helena.   The  Brands 
Enforcement  Division  has  employees  in  market  centers  through- 
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out  the  state.   The  Diagnostics  Laboratory  operates  on  the 
Montana  State  University  campus  in  Bozeman.   The  department 
collected  approximately  $7,174,000  in  budgeted  revenues  and 
spent  approximately  $8,367,000  in  budgeted  expenditures  during 
the  two  fiscal  years  ended  June  30,  1989.    During  the  audit 
period,  the  department  employed  approximately  116  employees. 
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Prior  Audit  Recommendations 


Prior  Audit  We  performed  the  audit  of  the  department  for  the  two  fiscal 

Recommendations  years  ended  June  30,  1987.  The  report  contained  four  recom- 

mendations still  applicable  to  the  department's  operations.   The 
department  implemented  or  partially  implemented  three  recom- 
mendations and  did  not  implement  one  recommendation.   The 
recommendation  not  implemented  concerns  documenting  certifi- 
cation of  Workers'  Compensation  coverage  for  independent 
contractors.   This  issue  is  discussed  on  page  1 1  of  this  report. 
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Spending  Non-General 
Fund  Money  First 


The  Department  of  Livestock  jointly  funds  its  Centralized  Ser- 
vices, Diagnostic  Lab,  and  Milk  and  Egg  programs  with  General 
Fund  and  Special  Revenue  Fund  moneys.   We  reviewed  the 
funding  for  each  of  these  programs  and  found  the  department 
has  received  currently  unobligated  Special  Revenue  Fund  reve- 
nues which  it  could  have  used  to  offset  General  Fund  expendi- 
tures as  state  law  requires.   Section  17-2-108,  MCA,  states:   "the 
department  shall  apply  expenditures  against  non-general  fund 
money  wherever  possible  before  using  the  General  Fund 
appropriation."  Similar  language  appears  in  Section  3  of  the 
general  appropriation  bills  of  the  1985,  1987,  and  1989 
legislative  session  laws.   The  general  appropriation  bill  states  the 
approving  authority,  which  is  the  Office  of  Budget  and  Program 
Planning: 


".  .  .  shall  decrease  the  general  fund  appropriation  of 
the  agency  by  the  amount  of  funds  received  from 
other  sources  in  excess  of  the  appropriation  provided 
in  this  act  unless  such  action  is  expressly  contrary  to 
state  or  federal  law,  rule,  or  contract  or  unless  the 
approving  authority  certifies  that  the  services  to  be 
funded  by  the  additional  funds  are  significantly 
different  from  those  for  which  the  agency  has  received 
a  general  fund  appropriation.   If  the  general  fund 
appropriation  of  an  agency  is  decreased  pursuant  to 
this  section,  the  appropriation  for  the  fund  in  which 
excess  funds  are  received  is  increased  in  the  same 
amount  as  the  general  fund  is  decreased." 

These  laws  require  a  department  to  reduce  its  General  Fund 
appropriation  when  the  department  receives  Special  Revenue 
Fund  moneys  which  could  be  used  to  replace  the  General  Fund 
portion  of  the  program  expenditures. 

The  Centralized  Services  program  receives  funding  from  the 
department's  Inspection  and  Control,  and  Animal  Health  Special 
Revenue  Funds,  as  well  as  the  General  Fund.   Special  Revenue 
Fund  revenues  used  to  operate  the  Centralized  Services  program 
come  from  livestock  taxes,  brand  inspection  fees,  various  license 
fees,  and  investment  earnings.    From  fiscal  year  1985-86 
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through  1988-89,  the  department  spent  $220,306  in  General 
Fund  and  $1,402,835  in  Special  Revenue  Fund  moneys  to 
finance  the  program.    Based  on  our  analysis,  as  shown  in  figures 
1  and  2,  Special  Revenue  Fund  moneys  were  available  to  finance 
the  General  Fund  expenditures  for  this  program. 


Fund  Balance  -  June  30 

Less:  Reserved  Fund  Balance* 
Prior  year  savings 

Balance  Available  to  Reduce 
General  Fund  Expenditures 

General  Fund  Expenditures** 

General  Fund  Savings 


Figure  1 

Inspection  and  Control 
Special  Revenue  Subfund 


1985-86 

1986-87 

1987-88 

1988-89 

Total  General 
Fund  Savings 

$1,863,511 

$1,827,513 

$1,934,607 

$2,202,164 

(656,000) 
0 

(580,000) 
(28.714) 

(601,154) 
(56.957) 

(505,218) 
(86,446) 

1.207.511 

1.218.799 

1.276.496 

1.610.500 

28.714 

28.243 

29.489 

23.708 

$   28.714 

$   28.243 

$   29.489 

$   23.708 

$110.154 

Reserved  for  Fund  Balance  includes  the  follouing:     Re-record  Funds,   Stock  Estray  Funds, 
and  Disease  Emergency  Funds. 

General   Fund  Expenditures  include  expenditures  for  the  Centralized  Service  program. 


The  department's  Diagnostic  Lab  receives  its  funding  from  the 
General  Fund  and  the  Animal  Health  Special  Revenue  Fund. 
Revenues  in  the  Special  Revenue  Fund  to  finance  this  program 
are  derived  from  livestock  taxes,  license  fees,  laboratory  fees, 
investment  earnings,  and  federal  assistance.   Between  fiscal 
years  1985-86  and  1988-89,  the  department  spent  $1,228,345  in 
General  Funds  and  $1,572,850  in  Special  Revenue  Funds  on  the 
Diagnostic  Lab  program.    Based  on  the  analysis  of  funds  avail- 
able in  the  Special  Revenue  Fund  as  shown  in  figure  2,  the 
department  had  Special  Revenue  Funds  available  to  expend  in 
place  of  General  Fund  moneys. 
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Figure  2 

Animal  Health 
Special  Revenoe  Subfund 


1985-86 

1986-87 

1987-88 

1988-99 

Total  General 
Fund  Savings 

Fund  Balance  -  June  30 

$  745,169 

$  867,633 

$  894,961 

$ 

,011,729 

Less:  Reserved  Fund  Balance* 
Prior  year  savings 

(205,500) 
0 

(205,500) 
(340.448) 

(205,500) 
{662.133) 

(205,500) 
(689.461) 

Balance  Available  to  Reduce 
General  Fund  Expenditures 

539.669 

321.685 

27.328 

116.768 

General  Fund  Expenditures** 

340.448 

328.248 

334.986 

334.823 

General  Fund  Savings 

$  340.448 

$  321.685 

$  27.328 

$ 

116.768 

$806,229 

*         Reserved  for  Fund  Balance  includes  Disease  Emergency  Funds. 

**       General    Fund  expenditures    include  expenditures   for   the  Centralized  Services  and  Diagnostic   Lab 
programs. 


The  Milk  and  Egg  program  (CFDA  #10.477)  receives  its  fund- 
ing from  federal  assistance  revenues  in  the  Milk  and  Egg  Special 
Revenue  Fund  and  the  General  Fund.    Between  fiscal  years 
1985-86  and  1988-89,  the  department  collected  $25,252  more 
Special  Revenue  Fund  revenue  than  it  expended.   As  depicted  in 
figure  3,  the  department  could  have  used  this  money  to  offset 
General  Fund  expenditures  for  the  Milk  and  Egg  program. 
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Fund  Balance  -  June  30 

Less:  Reserved  Fund  Balance* 
Prior  year  savings 

Balance  Available  to  Reduce 
General  Fund  Expenditures 

General  Fund  Expenditures** 

General  Fund  Savings 


Figure  3 


Spec 

Mi 
al 

Ik  and  Egg 
Revenue  Subfund 

1985-86 

1986-87 

1987-88 

1988-89 

$  10,830 

$  11,A92 

$  16,721 

$  25,252 

0 
0 

0 
(10.830) 

0 
(11.492) 

0 
(16,721) 

10.830 

662 

5.229 

8.531 

203. 9A6 

209.827 

190.233 

220.180 

$  10.830 

$    662 

$  5.229 

$  8.531 

The  Milk  and  Egg  subfund  does  not  contain  a  reserved  fund  balance. 

General  Fund  Expenditures  include  expenditures  for  the  Milk  and  Egg  program. 


Total  General 
Fund  Savings 


S25.252 


Department  officials  believe  livestock  levies  should  not  be  used 
to  offset  General  Funds  appropriated  to  fund  human  health 
functions.    They  believe  the  legislature,  during  the  appro- 
priations process,  intended  to  fund  that  portion  of  the  depart- 
ment's activities  with  General  Fund  moneys.    Department 
officials  also  indicated  that  in  the  past  the  department  has 
interpreted  the  law  to  require  it  to  spend  all  of  the  appropriation 
authority  in  the  Special  Revenue  Fund  before  spending  General 
Fund  money. 

The  officials  said  the  department  receives  the  majority  of  its 
revenue  from  taxes  collected  twice  a  year  in  June  and 
December.    In  order  to  operate  during  the  fiscal  year,  depart- 
ment officials  believe  they  must  reserve  fund  balance  amounts 
of  approximately  50  percent  of  the  department's  appropriation 
authority  to  ensure  cash  is  available  to  meet  department  obli- 
gations until  it  receives  its  December  tax  revenues.    Based  on 
our  analysis  of  the  timing  of  department  expenditures,  the 
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department  does  not  need  to  reserve  50  percent  of  its  appropri- 
ation authority  to  meet  its  obligations.   We  believe  the  depart- 
ment can  obtain  an  inter-entity  loan,  if  necessary,  to  finance  its 
expenditures  in  the  first  six  months  of  the  fiscal  year  until  it 
receives  its  tax  revenues  in  December.   This  is  the  procedure 
established  in  state  law  for  all  state  agencies  to  follow  when  they 
experience  a  temporary  shortage  of  cash. 

The  department  has  set  aside  $145,000  in  the  Inspection  and 
Control  Special  Revenue  Fund  for  helicopter  replacement.   We 
could  find  no  statutory  authority  allowing  the  department  to 
reserve  this  money  instead  of  using  it  to  reduce  General  Fund 
expenditures. 

To  comply  with  section  17-2-108,  MCA,  and  section  3  of  the 
general  appropriations  bills  of  the  1985,  1987,  and  1989 
legislative  sessions,  the  department  should  have  requested  a 
budget  amendment  from  OBPP  to  decrease  its  General  Fund 
appropriations  and  increased  spending  authority  to  the  Special 
Revenue  Fund  where  money  was  available  to  finance  program 
expenditures.   By  obtaining  the  necessary  budget  amendments, 
the  department  could  have  reduced  its  General  Fund  expendi- 
tures by  $941,636  between  fiscal  years  1985-86  and  1988-89. 
Even  if  the  legislature  would  agree  with  the  department's 
argument  of  reserving  50  percent  of  its  Special  Revenue  fund 
balance  to  provide  cash  for  operations,  we  found  the  department 
still  could  have  reduced  General  Fund  expenditures  by  $365,248 
between  fiscal  years  1985-86  and  1988-89.   The  department 
could  seek  legislation  if  it  believes  it  should  be  exempt  from  the 
requirements  of  section  17-2-108,  MCA. 
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Recommendation  #1 

We  recommend  the  department: 

A.  Seek  budget  amendments  and  transfer  spending 
autliority  from  the  General  Fund  to  the  Special 
Revenue  Fund  whenever  its  revenues  exceed 
expenditures  in  the  Special  Revenue  Fund. 

B.  If  necessary,  seek  legislation  for  an  exemption  to 
the  statute  which  requires  all  state  agencies  to  spend 
non-General  Fund  moneys  before  General  Fund 
money  whenever  possible. 


Stock  Estray  Proceeds  The  department  may  take  possession  of  stray  animals  and  sell 

the  animals  at  market  if  it  cannot  locate  the  owner.   By  law  the 
department  must  hold  the  proceeds  of  the  sale  for  a  period  of 
two  years  in  case  the  owner  claims  the  proceeds  of  the  sale.   If 
no  one  claims  the  proceeds  of  the  sale  within  two  years,  the 
state  treasurer  is  required,  at  the  request  of  the  department,  to 
deposit  the  proceeds  in  the  department's  Special  Revenue  Fund. 

Prior  to  fiscal  year  1987-88,  the  department  accounted  for  the 
proceeds  of  stray  animal  sales  in  an  Agency  Fund.   By  state 
policy  the  Agency  Fund  "accounts  for  assets  held  by  the  state  in 
a  trustee  capacity  or  as  an  agent  for  individuals."   In  fiscal  year 
1987-88,  the  department  transferred  all  of  its  stock  estray  pro- 
ceeds to  the  Special  Revenue  Fund.    Department  officials  stated 
they  decided  to  account  for  the  stock  estray  proceeds  in  the 
Special  Revenue  Fund  to  avoid  making  periodic  transfers  from 
the  Agency  Fund.   The  department  should  account  for  the  pro- 
ceeds from  the  sale  of  estrays  in  the  Agency  Fund  in  accordance 
with  state  policy  because  the  money  is  not  legally  the  depart- 
ment's until  two  years  have  expired.   Therefore,  the  department 
should  transfer  $85,218  of  stock  estray  moneys  from  the  Special 
Revenue  Fund  to  the  Agency  Fund. 
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While  the  stock  estray  proceeds  are  in  the  Agency  Fund,  the 
state  treasurer  invests  the  money  and  deposits  any  interest 
earned  into  the  General  Fund.   When  the  stock  estray  proceeds 
are  in  the  Special  Revenue  Fund,  the  department  may  invest  the 
money  and  keep  any  interest  earned  for  use  by  the  department. 
We  estimate  the  General  Fund  lost  $17,239  in  interest  revenue 
because  the  department  accounts  for  stock  estray  moneys  in  the 
Special  Revenue  Fund  rather  than  the  Agency  Fund. 


A  department  official  indicated  because  the  department  holds 
these  funds  in  trust  for  the  "owners",  the  interest  on  the  funds 
should  also  accrue  to  the  owners  rather  than  the  state.   However, 
section  17-6-202,  MCA,  requires  that  interest  earned  on  moneys 
held  in  trust  for  other  parties  in  the  Agency  Fund  to  be 
deposited  in  the  General  Fund,  unless  the  department  receives 
an  exemption  to  the  law.    If  necessary  the  department  could  seek 
legislation  exempting  it  from  the  statute  requiring  the  interest  be 
deposited  in  the  General  Fund. 


Recommendation  #2 

We  recommend  the  department: 

A.  Account  for  the  proceeds  from  the  sale  of  estrayed 
animals  in  the  Agency  Fund  as  required  by  state 
accounting  policy. 

B.  Transfer  $17,239  in  interest  revenue  to  the  General 
Fund. 


Contracted  Services  The  department  periodically  enters  into  contracts  with  individ- 

uals for  meat  inspections  under  the  Meat  Inspection  program 
and  considers  these  individuals  to  be  independent  contractors 
rather  than  employees  of  the  department.  Section  39-71-401, 
MCA,  requires  the  independent  contractor  to  obtain  workers' 
compensation  coverage  for  himself  or  to  obtain  a  Division  of 
Workers'  Compensation  exemption  from  such  coverage.   The  law 
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states  if  the  independent  contractor  has  not  complied  with  the 
coverage  requirements,  then  the  employer  (the  department)  is 
liable  for  payment  of  benefits.   State  policy  requires  the 
department  to  obtain  proof  that  the  independent  contractor  has 
workers'  compensation  coverage  or  an  approved  exemption  prior 
to  commencement  of  the  contract. 

The  department  contracts  with  nine  individuals  to  perform  Meat 
Inspection  Services.   We  reviewed  all  nine  contracts  and  found 
no  proof  of  workers'  compensation  or  an  exemption  from  the 
Division  of  Workers'  Compensation.   This  concern  was  noted  in 
our  prior  audit  of  the  department.    The  department  concurred 
with  the  recommendation  but  did  not  implement  it.    A 
department  official  stated  they  provided  forms  for  all 
independent  contractors  to  apply  for  exemptions  from  the 
Division  of  Workers'  Compensation,  but  through  a  procedural 
mix  up,  the  contractors  failed  to  file  the  forms. 


Recommendation  #3 

We  recommend  the  department  document  certification  of 
workers'  compensation  coverage  or  approved  exemption 
from  coverage  for  independent  contractors. 


Brand  Inspection 
Reports 


The  department  is  responsible  for  inspecting  livestock  trans- 
ferred across  county  lines  and  inspecting  livestock  before  and 
after  animals  are  sold  at  market.   The  department  maintains  a 
computer  system  to  record  brand  inspection  reports  filed  by 
brand  inspectors.    Brand  inspectors  are  required  to  remit  their 
brand  inspection  reports  to  the  department.   We  noted  the 
department's  system  for  recording  brand  inspections  does  not 
have  a  control  to  ensure  all  brand  inspection  reports  were 
received  by  the  department. 


We  tested  brand  inspection  reports  remitted  by  five  brand 
inspectors  during  a  six-month  period  of  time.   We  found  the 
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department  could  not  account  for  12  reports.    Because  the 
department's  system  of  accounting  for  brand  inspections  does 
not  ensure  all  inspection  reports  are  accounted  for,  there  is 
increased  risk  that  employees  may  perform  brand  inspections 
and  not  remit  copies  of  the  completed  forms  to  the  department. 

The  department  also  collects  inspection  fees  from  brand  inspec- 
tors employed  by  the  state.  The  department  collected  approxi- 
mately $1,341,000  in  inspection  fee  revenue  during  the  two 
fiscal  years  1987-88  and  1988-89.    Because  the  department  does 
not  reconcile  brand  inspection  reports  issued  to  reports  received, 
the  department  also  increases  its  risk  that  inspectors  who  are 
employees  of  the  department  may  not  remit  all  inspection  fee 
revenue  as  required  by  department  policy.   Some  brand 
inspectors  are  employees  of  the  department.   These  brand 
inspectors  are  required  to  remit  all  brand  inspection  fees  they 
collect  to  the  department  along  with  the  brand  inspection 
reports.    Inspection  fees  vary  from  $.35  per  head  of  cattle  to  $10 
for  a  lifetime  horse  permit.   The  department  may  receive  as 
much  as  $1,000  with  one  inspection  report. 

The  department  could  reduce  or  eliminate  its  risk  relating  to 
inspection  reports  and  the  related  fees  by  requiring  department 
personnel  in  the  Brands  Enforcement  Division  to  periodically 
reconcile  brand  inspection  report  numbers  issued  to  those 
completed  and  received  by  the  department.   Such  a  reconcilia- 
tion could  be  performed  using  the  department's  computer 
system. 

The  department  personnel  indicated  the  department  may  be  able 
to  perform  such  a  reconciliation  quarterly  or  semi-annually 
using  existing  staff.   The  personnel  indicated  such  a  reconcil- 
iation had  been  planned  using  the  department's  microcomputers; 
however,  due  to  other  commitments,  the  computer  programmer 
was  unable  to  establish  the  reconciliation  system. 
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Recommendation  #4 

We  recommend  the  department  periodically  reconcile  brand 
reports  issued  to  reports  received. 


Travel  Expenditures  Department  activities  require  employees  to  travel  in  connection 

with  their  work.   The  department  spent  $1 12,828  and  $123,909 
for  travel  expenditures  in  fiscal  years  1987-88  and  1988-89, 
respectively. 

We  judgmentally  selected  and  reviewed  71  travel  claims  from 
the  Disease  Control,  Milk  and  Egg,  and  Brand  and  Meat  Inspec- 
tion programs.   We  noted  seven  of  the  travel  claims  reviewed 
contained  errors  in  amounts  claimed  for  meals  or  lodging.    In 
addition,  we  noted  five  of  the  claims  did  not  contain  the 
approval  of  the  employee's  supervisor.   Sections  2-18-501  and 
2-18-502,  of  the  Montana  Codes  Annotated,  specify  the 
allowable  reimbursement  amounts  for  travel  expenses.    During 
our  testing  we  noted  errors  where  employees  claimed  meals 
when  they  were  not  in  travel  status,  and  where  employees 
claimed  in-state  lodging  at  a  rate  exceeding  the  maximum 
allowed.    We  also  noted  instances  where  department  personnel 
made  mathematical  errors  in  preparing  the  travel  claims. 

The  department  requires  a  supervisor's  approval  on  the  travel 
claim  as  a  control  to  ensure  the  travel  was  for  appropriate  state 
business,  and  to  ensure  the  amounts  claimed  are  in  accordance 
with  state  travel  regulations.   The  department  increases  the  risk 
that  unallowable  claims  will  be  paid  by  allowing  unapproved 
travel  claims  to  process  through  the  accounting  system. 

Department  officials  indicated  errors,  such  as  those  noted  above, 
should  be  detected  and  corrected  by  the  appropriate  supervisor 
or  the  Centralized  Services  Division  before  the  claim  is  pro- 
cessed.   Although  the  amounts  of  error  were  small,  less  than 
$100  in  total,  the  department  should  emphasize  and  improve  the 
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review  process  over  travel  claims.   The  federal  government 
provides  a  portion  of  the  travel  funds  to  the  department  via  the 
Food  Safety  and  Inspection  Service.    Because  some  of  the  errors 
noted  above  affect  the  federal  program,  we  question  the 
allowability  of  these  travel  expenditures. 


Recommendation  #5 

We  recommend  the  department  improve  the  review  process 
over  travel  claims. 


Compliance  with 
Operating  Budget 
Requirements  in  House 
Bill  2,  Laws  of  1987 


According  to  House  Bill  2,  Laws  of  1987,  "Expenditures  by  a 
state  agency  must  be  made  in  substantial  compliance  with  an 
operating  budget  approved  by  an  approving  authority."   For 
executive  branch  agencies,  the  Office  of  Budget  and  Program 
Planning  is  the  approving  authority.   House  Bill  2  goes  on  to 
define  substantial  compliance  as  no  expenditure  category  in  an 
approved  budget  may  be  overspent  by  more  than  5  percent. 
House  Bill  2  also  states  each  operating  budget  must  include 
expenditures  for  each  program  detailed  at  least  by  the  categories 
of  personal  services,  operating  expenses,  equipment,  benefits 
and  claims,  grants,  transfers,  and  local  assistance.   The  agency  is 
required  to  record  this  operating  budget  or  plan  and  any 
approved  changes  on  the  Statewide  Budgeting  and  Accounting 
System  (SBAS). 


We  reviewed  the  operating  plans  for  each  department  program 
as  recorded  on  SBAS  at  fiscal  year-end  1988-89  and  compared 
these  to  actual  current  year  expenditures.    We  found  seven 
instances  where  the  department  overspent  its  individual 
expenditure  categories  by  more  than  the  5  percent  substantial 
compliance  limitation. 

Centralized  Services  personnel  stated,  near  the  end  of  the  year 
they  review  the  operating  budgets  to  determine  whether  funding 
is  available  to  purchase  necessary  equipment  or  finance  other 
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program  costs.    During  the  fiscal  year-end  period,  after  the 
department  makes  the  additional  expenditures,  Centralized  Ser- 
vices personnel  prepare  operating  budget  amendments  to  ensure 
the  department's  expenditures  fall  within  the  substantial 
compliance  limitations.   The  department  then  files  the  amend- 
ments with  the  Office  of  Budget  and  Program  Planning.    How- 
ever, during  the  fiscal  year  1988-89  year-end  period,  the 
department  did  not  record  the  operating  plan  amendments  on 
SBAS. 


Recommendation  #6 

We  recommend  the  department  record  all  operating  plan 
amendments  on  SBAS  in  accordance  with  the  state  law. 


Accounting  Issues 


Department  officials  and  legislators  use  financial  information  to 
manage  and  establish  funding  levels  for  the  department.   The 
department  uses  the  Statewide  Budgeting  and  Accounting 
System  (SBAS)  to  record  its  financial  activity.    State  accounting 
policy  was  established  to  ensure  all  state  agencies  record  finan- 
cial activities  on  SBAS  consistently  and  in  accordance  with  state 
law.   The  following  two  sections  address  instances  where  the 
department  can  record  its  financial  activity  to  ensure  it 
complies  with  state  law. 


Disease  Emergency  Money 


The  department  officials  indicated  they  have  accumulated 
approximately  $500,000  for  controlling  and  suppressing  livestock 
diseases.   State  law  requires  the  department  use  this  money 
specifically  for  disease  emergencies.    Because  the  department 
has  commingled  this  revenue  with  other  state  money,  the 
accounting  records  do  not  track  how  the  department  uses  disease 
emergency  money.   The  department  could  improve  its  system  of 
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accounting  for  disease  emergency  expenditures  by  establishing  a 
separate  accounting  entity  or  Subsidiary  Detail  Ledger  (SDL) 
number  on  SBAS  to  account  for  these  expenditures. 


Re-record  Money  The  department  re-records  livestock  brands  every  ten  years. 

According  to  section  81-3-107,  MCA,  the  department  may 
expend  the  net  re-record  revenue  for  purposes  it  deems  neces- 
sary, but  it  may  only  expend  10  percent  of  the  net  re-record 
revenue  in  any  one  year.   Since  the  department  combines  re- 
record  revenue  on  the  financial  records  along  with  other  finan- 
cial activity,  SBAS  does  not  display  the  amount  of  re-record 
funds  used  in  any  one  year.    Because  of  the  statutory  restrictions 
on  the  re-record  revenues  and  expenditures,  the  department 
should  account  for  this  money  in  a  separate  accounting  entity  or 
by  establishing  a  separate  SDL  number  for  cash  disbursements. 
This  would  allow  the  department  to  readily  track  the  amount  of 
re-record  revenue  spent  and  document  compliance  with  the 
10  percent  limitation  placed  on  the  expenditures. 

A  department  official  indicated  that  the  department  had  not 
considered  the  feasibility  of  establishing  separate  accounting 
entities  or  SDL's  to  better  track  these  restricted  moneys  on 
SBAS.   The  official  said  the  department  can  track  the  disease 
emergency  and  re-record  moneys,  although  the  amounts 
disbursed  are  not  specifically  identified  on  SBAS. 


Recommendation  #7 

We  recommend  the  department  establish  separate  account- 
ing entities  or  subsidiary  detail  ledgers  to  account  for 
disease  emergency  and  re-record  moneys. 
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Summary  of  Independent  Auditor's  Report 


Sommaiy  of  Indepen-  The  financial  schedules  are  prepared  from  the  Statewide 

dent  Auditor's  Report  Budgeting  and  Accounting  System  without  adjustments  for 

errors  noted  during  the  audit.    The  auditor's  opinion  issued  in 
this  report  is  intended  to  convey  to  the  reader  of  the  financial 
schedules  the  degree  of  reliance  which  can  be  placed  on  the 
amounts  presented. 

The  opinion  on  the  financial  schedules  presented  indicates  the 
schedules  are  fairly  stated  in  all  material  respects  and  the  user 
can  rely  on  the  information  presented. 
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INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
FinanclalCompliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  financial  schedules  of  the  Department  of  Livestock 
for  each  of  the  two  years  ending  June  30,  1988  and  1989,  as  shown  on  pages  22 
through  28.   These  financial  schedules  are  the  responsibility  of  department's 
management.   Our  responsibility  is  to  express  an  opinion  on  these  financial 
schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.   Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  schedules  are  free  of  material 
misstatement.    An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  schedules.    An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by 
management,  as  well  as  evaluating  the  overall  financial  schedule  presentation.    We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  in  Note  I  to  the  financial  schedules,  the  department's 
financial  schedules  are  prepared  in  accordance  with  state  accounting  policy. 
Accordingly,  the  accompanying  financial  schedules  are  not  intended  to  present  the 
financial  position  and  results  of  operations  in  conformity  with  generally  accepted 
accounting  principles. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in 
all  material  respects,  the  results  of  operations  and  changes  in  fund  balances  of  the 
Department  of  Livestock  for  the  two  years  ending  June  30,  1988  and  1989,  in 
conformity  with  the  basis  of  accounting  described  in  Note  1. 


Respectfully  submitted. 


^M9Str 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


February  23,  1990 
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DEPARTMENT  OF  LIVESTOCK 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1989 


Special 
Revenue 
General  Fund      Funds 

FUND  BALANCE:  July  1,  1987  $      -0-     $2.737.153 

ADDITIONS 

Fiscal  Year  1987-88 

Budgeted  Revenue 

Prior  Year  Expenditure  Adjustments 

Support  From  State  of  Montana 

Cash  Transfers  In 

Prior  Year  Revenue  Adjustments 

Prior  Year  Transfer  In  Adjustments 

Fiscal  Year  1988-89 
Budgeted  Revenue 
Support  From  State  of  Montana 
Cash  Transfers  In 
Prior  Year  Revenue  Adjustments 
Prior  Year  Expenditure  Adjustments 
Total  Additions 


REDUCTIONS 
Fiscal  Year  1987-88 
Budgeted  Expenditures 


Fiscal  Year  1988-89 
Budgeted  Expenditures 
Prior  Year  Expenditure  Adjustments 
Total  Reductions 

FUND  BALANCE:  June  30,  1989 


7,195 

3 

,498,565 

1,085 

76,384' 

710,813 

14,565 
20 
(73,378)' 

7,245 

3 

,661,217 

749.522 

14.894 
201,389' 

7 

6.422 

1.475.860 

.400.078 

719, 

,093 

3, 

,403, 

,405 

756, 

,254 

513 

,860 

3, 

,488, 

,267 

1.475 

6_ 

,891 

,672 

0 

$1 

,245 

,559 

See  footnote  5  on  page  27, 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting 
System.  Additional  information  is  provided  in  the  notes  to  the  finan- 
cial schedules  on  pages  26  through  28. 
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DEPARTMENT  OF  LIVESTOCK 

SCHEDULE  OF  BUDGETED  REVENUE  -  ESTIMATE  &   ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1989 


Licenses 

and 
Permits 


Taxes 


Charges 

For 

Services 


Investment 
Earnings 


Fines  & 
Forfei  ts 


Sale  of 
Documents  & 
Merchandise 


Grants, 

Contracts, 
Donations 


Other 
F  i  nanc  i  ng 
Sources     Federal 


Total 


Fiscal  Year  1988-89 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$  8,000 
7.245 

$   (755) 


$117,000 
123.176 

$  6,176 


$1,968,000    $  968,000 
1.886.589     1.049.480 


$  (81.411)   $   81.480 


$    8,000 
7,245 

$ 

100 
0 

$40,000 
38.154 

$90,000 
90.000 

$  9,000 
29,557 

$  194,900 
211,125^ 

$     (755: 

$145,000 
233.136 

$3,532,000 
3.661.217 

$  88.136 

$ 

(100) 

$(1,846) 

$     0 

$20,557 

$  16,225 

$  129,217 

Fiscal  Year  1987-88 


GENERAL  FUND 

^ 

Estimated  Revenue 

$  8,500 

$    8,500 

Actual  Revenue 

7,195 

7,195 

Collections  Over 

(Under)  Estimate 

$  (1.305) 

$   (1,305: 

SPECIAL  REVENUE  FUND 

Estimated  Revenue 

$136,800 

$1,651,000 

$1,163,000 

$180,000 

$  2,500 

$35,000 

$90,000 

$  6,000 

$  187,400 
69.010' 

$3,451,700 

Actual  Revenue 

222,339 

1.698.810 

1.214.571 

156.980 

0 

42.635 

90,000 

4.220 

3.498.565 

Collections  Over 

(Under)  Estimate 

$  85,539 

$   47,810 

$   51,571 

$(23,020) 

$(2,500) 

$  7,635 

$     0 

$(1,780) 

$(118,390) 

$   46,865 

See  footnote  6  on  page  28. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  26  through  28. 
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DEPARTMENT  OF  LIVESTOCIC 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES 

BY  OBJECT  AND  FUND  -  BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1989 


Central ized 
Services 


Diagnostic 
Laboratory 


Disease 
Control 


Milk  &  Egg 


Inspection 
&  Control 


Predatory 
Beef/Pork   Animal 
Research  &   Control 
Marketing    Program 


Rabies 

Control 


Meat 
Inspection 


Total 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Other  Conpensat ion 
Employee  Benefits 
Total 


$  227,826 

5,950 

45.335 

279.111 


$  407,863 


92.011 
499.874 


$  279,534 


55.505 
335^039 


%   146,942 


33.445 
180.387 


%   1,203,031 
15,295 

291.164 
1,509,490 


$  33,195 

100 

8.716 

42,011 


$  168,628 


36.798 
205,426 


$  2,467,019 

15,295 

6,050 

562.974 

3.051.338 


OPERATING  EXPENSES 

Contracted  Services 

Supplies  &  Materials 

Communications 

Travel 

Rent 

Utilities 

Repair  &  Maintenance 

Other  Expenses 
•  Total 


7,561 

58,376 

9,151 

1,729 

42,734 

11,677 

66,164 

22,900 

9,745 

79,853 

32,200 

20,577 

12,972 

2,900 

63,964 

16,498 

4,257 

15,516 

15,419 

44,710 

45,948 

1,843 
21,408 

1,157 

338 

4,208 
265 

6,284 

23,912 

5,076 

2,049 

22,396 

1,151 

4.954 

4.904 

1,869 

7.209 

121.319 


201.491 


71,676 


34,049 


265.339 


88,109 

$  37,636 

34,281 

279,577 

13,614 

1 

,444 

13,324 

218,721 

1,186 

1 

,000 

2,764 

137.563 

4,154 

23,355 

123,909 

4,999 

144 

4,012 

62,649 
21,673 

82,371 

511 

4,805 

147,404 

1.214 

2 

.178 

2.669 

26.148 

195,647 


42.913 


85.210 


1.017.644 


EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 


6,477 
565 


7.042 


23,302 


23.302 


29,596 


29,596 


25,744 


25,744 


77,430 


77.430 


4,971 


4_,^971 


1,173 


1,173 


5,990 
291 


6.281 


174,683 

856 

175,539 


TOTAL  PROGRAM  EXPENDITURES 


t  407.472 


S  724.667 


$  436.311 


$  240.180         $1.852.259 


$  242,_629 


$  44,086 


$  296.917 


$  4,_244,521 


Budgeted 

Actual 

Unspent  Budget  Authority 

$  54,751 

47.415 

$   7,336 

$  321,134 

311.115 

$  10.019 

$  459,489 

436.311 

$  23,178 

S 
$" 

■ 

$ 

$' 

225,805 

220.180 
5.625 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

$  360,057 

360.057 

$      0 

$  413,552 

413.552 

$      0 

20,000 

20.000 

0 

$1,957,000 

1.852.259 

$     104.741 


$75,000 

g 

$75,000 


$  271,287 

242.629 

$     28.658 


$  37,113 

29.086 
$     8.027 


$  15,000 

15.000 

$  0 


$  156,768 

148.458 
$       8.310 


$  156,768 

148.459 

$       8.309 


795,571 

756.254 

39,317 


$  3,728,153 

3.488.267 

$       239,886 


See  footnote  7  on  page  28. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  26  through  28. 
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DEPARTMENT  OF  LIVESTOCK 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES 

BY  OBJECT  AND  FUND  -  BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1988 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Other  Cofnpensation 
Employee  Benefits 
Total 


Central ized 
Services 

$216,429 

7,000 
42,686 


266.115 


Diagnostic 
Laboratory 

$424,665 
271 

97.438 
5  22  J  74 


Disease 
Control 

$  268,641 


54.023 
322.664 


Milk  &  Egg 
$143,017 

32,790 


175^807 


Inspection 
&  Control 

$1,193,661 
33,241 

297.523 
1.524.425 


Beef/Pork 
Research  & 
Marketing 


150 


Predatory 
Animal 
Control 
Program 

$  33,322 


8,779 


Rabies 
Control 


150 


42J01 


Meat 
Inspection 

$  77,386 


14.601 
91.987 


Total 

$2,357,121 

33,512 

7,150 

547. SAO 

2.945.623 


OPERATING  EXPENSES 

Contracted  Services  24,127  57.237  9,103  1,198  39,994      26,293 

Supplies  &  Materials  9,727  64,937  33,548  6,433  93,843 

Conmuni cat  ions  33,777  15,806  12,891  1,935  57,484 

Travel  23,053  3,521  14,319  8,464  48,165         466 

Rent  48,531  2,365  1,917  121  4,659 

Utilities  19,884  333 

Repair  &  Maintenance  7,685  17,078  5,001  3,713  28,080 

Other  Expenses            986  3.630  2.276  624         8.184      

Total  147.886  184.453  79.055  22.488  280.742       26.759 


95,537 

$54 

,535 

336 

308,360 

12,979 

1 

,770 

5,890 

229,127 

1,226 

213 

483 

123,815 

3,646 

239 

11,421 

113,294 

4,382 

54 

135 

62,164 
20,217 

70,730 

1,561 

133,848 

900 

408 

767 

17,775 

189,400 


20,593 


1.008.600 


EQUIPMENT  AND 
Equipment 
Livestock 
Total 


INTANGIBLE 


5,442 


5.442 


3,362 


3.362 


23,613 
23.613 


11,938 
11.938 


107,961 

371 

108.332 


15,588 


15.588 


167,904 

371 

168.275 


TOTAL  PROGRAM  EXPENDITURES 


$419.443 


$710.194 


$  425.332 


$210,233 


$1.913.499 


$26.909 


$231,501 


$57,219 


$128,168 


$4,122,498 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$  62,350 

58.979 

$  3.371 


$306,722 

305.491 

$  1.231 


$194,757 

190.233 

$  4,524 


$139,400 

122,171 

$  17^229 


$  746,342 

719,093 

$   27,249 


SPECIAL  REVENUE  FUND 

Budgeted  $360,984 

Actual  360.464 

Unspent  Budget  Authority  $    520 


$  475,453 
425.332 

$  50.121 


$  20,000 

20.000 

$     0 


$1,936,897 

1.913.499 

$   23.398 


$75,000 

26,909 

$48,091 


$234,586    $15,000    $139,400 

231.501      15.000       5.997 

$  3,085     $     0    $133,403 


$3,662,023 

3,403,405 
$  258,618 


See  footnote  6  on  page  28. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules 
on  pages  26  through  28. 
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DEPARTMENT  OF  LIVESTOCK 

NOTES  TO  THE  FINANCIAL  SCHEDULES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1989 

L  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

A.  Basis  of  Accounting 

The  Department  of  Livestock  uses  the  modified  accrual  basis  of  accounting 
for  Governmental  Funds.    In  applying  the  modified  accrual  basis,  the  department 
records  revenues  when  they  are  received  in  cash,  unless  susceptible  to  accrual. 
Revenues  susceptible  to  accrual  are  recorded  when  they  are  measurable  and 
available  to  pay  current  period  liabilities. 

Under  the  modified  accrual  basis  of  accounting,  expenditures  are  recorded 
for  valid  obligations.    A  valid  obligation  exists  when  the  related  liability  is 
incurred  and  includes  the  following  items  which  are  considered  valid  obligations 
under  state  accounting  policy. 

If  the  appropriation  provided  funds  to  complete  a  given  project,  the  entire 
amount  of  a  service  contract  may  be  accrued  even  though  the  services  are 
rendered  in  a  fiscal  year  subsequent  to  the  fiscal  year  in  which  the 
expenditure  is  accrued. 

Goods  ordered,  but  not  received  as  of  the  fiscal  year-end,  may  be  accrued 
if  the  purchase  order  was  issued  prior  to  fiscal  year-end. 

Obligations  for  employees'  vested  annual  leave  and  sick  leave  are  recorded 
as  expenditures  when  paid. 

The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal  year  in  which 
budgeted. 

B.  Basis  of  Presentation 

The  financial  schedules  are  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  without  adjustment.    Accounts  are  organized  on  the  basis  of 
funds  according  to  state  law.   The  following  funds  are  used  by  the  department: 

Governmental  Funds 

General  -  to  account  for  all  financial  resources  except  those  required  to  be 
accounted  for  in  another  fund. 

Special  Revenue  Fund  -  accounts  for  the  proceeds  of  specific  revenue 
sources  that  are  legally  restricted  to  expenditures  for  specific  purposes. 
The  department  receives  livestock  taxes,  license  fees,  service  fees, 
investment  earnings,  and  federal  assistance  revenues  to  finance  the 
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operations  of  the  Centralized  Services,  Diagnostics  Lab,  Disease  Control, 
Milk  and  Egg,  Inspection  and  Control,  Predatory  Animal  Control,  Rabies 
Control,  and  Meat  Inspection  programs. 

2.  ANNUAL  AND  SICK  LEAVE 

Employees  at  the  department  accumulate  both  annual  and  sick  leave. 
Employees  are  paid  for  100  percent  of  unused  annual  and  25  percent  of  unused 
sick  leave  credits  upon  termination.    Accumulated  unpaid  liabilities  for  annual  and 
sick  leave  are  not  reflected  in  the  accompanying  financial  schedules.   Expenditures 
for  termination  pay  currently  are  absorbed  in  the  annual  operational  costs  of  the 
department.   At  June  30,  1988  and  1989,  the  department  had  a  liability  of 
$493,639  and  $523,073,  respectively. 

3.  PENSION  PLAN 

Employees  are  covered  by  the  Montana  Public  Employees'  Retirement 
System  (PERS).    The  department's  contribution  to  PERS  was  $153,420  in  fiscal 
year  1988  and  $159,746  in  fiscal  year  1989. 

4.  GENERAL  FUND  BALANCE 

The  General  Fund  is  a  statewide  fund.    Agencies  do  not  have  a  separate 
General  Fund  since  their  only  authority  is  to  pay  obligations  from  the  statewide 
General  Fund  within  their  appropriation  limits.   Thus,  on  an  agency  schedule,  the 
General  Fund  beginning  and  ending  fund  balance  will  always  be  zero. 

5.  PRIOR  YEAR  REVENUE  AND  EXPENDITURE  ADJUSTMENTS 

In  fiscal  year  1986-87,  the  department  received  a  $100,000  appropriation 
of  Resource  Indemnity  Trust  (RIT)  funds  to  finance  a  strychnine  study  for  the 
Rabies  Control  Program.   They  accrued  $77,900  of  the  RIT  money  to  fund  the 
project.   In  fiscal  year  1987-88,  the  Environmental  Protection  Agency  ordered  the 
cancellation  of  the  Montana  Strychnine  study.   The  department  cancelled  the  RIT 
accrual  by  making  a  prior  year  expenditure  adjustment.   The  department  then 
transferred  the  remaining  $73,378  back  to  the  Resource  Indemnity  Trust  Fund. 
The  $201,389  prior  year  revenue  adjustment  relates  to  delinquent  ad  valorem  tax 
revenue  collected  in  fiscal  year  1988-89. 
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6.  MEAT  INSPECTION  PROGRAM 

The  Montana  Meat  and  Poultry  Act  of  1987  established  the  Meat  Inspec- 
tion program  which  provides  for  a  state  certified  inspection  of  Montana  meat 
products  intended  for  the  retail  market.   The  program  is  jointly  funded  with 
federal  grant  and  General  Fund  money.   The  department's  fiscal  year  1987-88 
budget  of  $139,400  in  the  Special  Revenue  Fund  assumed  the  federal  government 
would  share  equally  in  the  cost  of  the  program  the  first  year.    However,  the 
federal  government  would  not  contribute  any  federal  funds  until  the  program  was 
established.   The  department  used  General  Fund  money  to  finance  the  start-up 
cost.   Once  the  program  was  established,  the  federal  government  began 
participating  in  the  cost  of  the  program.   In  fiscal  year  1987-88,  the  federal 
government  contributed  $5,997  to  the  cost  of  the  program,  while  the  General 
Fund  contributed  $122,170  to  the  program.    In  fiscal  year  1988-89,  the  federal 
government  and  the  General  Fund  equally  shared  the  cost  of  the  program, 
contributing  $148,459  each. 

7.  BEEF  AND  PORK  RESEARCH  AND  MARKETING  PROGRAM 

Prior  to  fiscal  year  1988-89,  the  Pork  Council  was  administratively 
attached  to  the  department.   The  Pork  Council  had  $75,000  in  appropriation 
authority  and  revenues  and  expenditures  of  the  Pork  Council  were  recorded  on  the 
SBAS.   In  fiscal  year  1988-89,  the  Pork  Council  ceased  to  be  administratively 
attached  to  the  department.   Therefore,  no  expenditures  or  revenues  appear  on  the 
financial  schedules  for  the  Beef/Pork  Research  and  Marketing  Program  in  fiscal 
year  1988-89. 

8.  REVENUE  CLASSIFICATIONS 

The  department  classified  $10,750  of  fiscal  year  1987-88  and  $22,703  of 
fiscal  year  1988-89  Inspection  and  Control  Service  Charges  revenues  as  Sale  of 
Documents  and  Merchandise  revenue.   The  department  also  classified  $229,790  of 
fiscal  year  1987-88  Predator  Tax  revenue  as  Service  Charge  revenue. 
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DEPARTMENT  OF  LIVESTOCK 


STAN  STEPHENS,  GOVERNOR 


CAPITOL  STATION 


STATE  OF  MC^TANA' 


BRANDS  ENFORCEMENT  DFV  406-444-2045 

ANIMAL  HEALTH  DIV  406  444-2043 

BOARD  OF  LIVESTOCK  -  CENTRALIZED  SERVICES  406-444  2023 


HELENA,  MONTANA  59620 


June  6,  1990 


Scott  A.  Seacat 
Legislative  Auditor 
State  Capitol 
Helena,  MT  59620 

Dear  Scott, 


BCCEivcU 

J     1  0  >1993 
Mont-'"'  ""»•«■■  ' ':  'lor 


In  response  to  the  recommendations  contained  in  the  audit  for  the 
biennium  ending  June  30,  1989,  I  submit  the  following: 

Recommendation  ill 


A. 


B. 


The  department  seek  budget  amendments  and  transfer  spending 
authority  from  General  Fund  to  the  Special  Revenue  Fund  whenever 
revenues  exceed  expenditures  in  the  Special  Revenue  Fund. 
The  department,  if  necessary,  seek  legislation  for  an  exemption  to 
the  statute  which  requires  all  state  agencies  to  spend  non-General 
Fund  monies  before  General  Fund  money  whenever  possible. 


The  department  cannot  concur  with  part  A  of  this  recommendation  although 
revenues  did  exceed  expenditures  in  its  State  Special  Revenue  Funds  by 
$193,000  in  the  F.Y.  86-87  biennium  and  $268,000  in  the  F.Y.  88-89 
biennium.   During  this  same  period,  the  '87  and  '89  bienniums,  the 
department  reverted  $81,736  to  the  General  Fund. 

Constitutionally  and  statutorily,  revenues  collected  by  the  Department  of 
Livestock  can  only  be  used  for  certain  purposes.   Article  XII,  Section  1. 
(2)  of  the  Montana  Constitution  states,  "special  levies  may  be  made  on 
livestock  and  on  agricultural  commodities  for  disease  control  and 
indemnification,  predator  control  and  livestock  and  commodity  inspection, 
protection,  research  and  promotion.   Revenue  derived  shall  be  used  solely 
for  the  purposes  of  the  levies".   Therefore,  the  Department  of  Livestock 
does  not  believe  that  levies  imposed  on  livestock  may  be  used  to  offset 
general  funds  appropriated  to  fund  functions  to  protect  human  health.   For 
example,  regulatory  milk  testing,  rabies  testing,  etc.  as  carried  out  by 
the  department's  diagnostic  laboratory.   Most  fees  charged  and  collected 
by  the  department  are  to  be  commensurate  to  the  cost  of  providing  the 
service. 
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Call  Montana  Livestock  Crimestoppers  800-647-7464 


AN  tOilAL  OPPORruNIT)/  EMPLOyEP 


The  Centralized  Services  program  portion  of  General  Fund  funding  is  a 
percentage  of  the  General  Fund  to  other  funds  within  the  department  of  all 
the  other  programs.   I  would  perceive  it  as  an  indirect  cost  paid  to  the 
department  through  the  general  fund  to  administer  the  other  general  funded 
programs  or  portions  thereof.   There  are  no  restrictions  against  allowing 
the  total  Centralized  Services  program  budget  to  be  paid  by  the  General 
Fund  if  so  desired. 

In  the  event  that  there  are  excess  revenues  within  the  State  Special 
Revenue  Funds  administered  by  the  department,  adjustments  are  made  to  the 
amount  of  fees  and/or  levies  collected  in  subsequent  years.   The 
department  does  not  have  a  blank  check  with  the  livestock  producers  of  the 
State. 

Each  legislative  session  the  issue  of  the  funding  split  between  general 
fund  and  state  special  revenue  is  discussed  openly  and  candidly  with  the 
Finance  Committee.   The  department  has  always  followed  the  direction  of 
these  discussions  in  total.   Therefore,  the  department  feels  this  to  be  an 
incorrect  recommendation  by  the  Auditor's  Office.   Further,  the  question 
should  be  asked  whether  or  not  the  department  could  receive  additional 
general  fund  should  the  special  revenue  accounts  fall  short. 

Although,  the  department  does  maintain  fund  balances  at  fiscal  year  end  in 
its  state  special  revenue  funds,  these  balances  are  either  restricted  as 
to  use  or  are  needed  to  fund  subsequent  years  budgets. 

The  only  reason  these  fund  balances  are  healthy  at  this  time,  is  that  in 
1985  the  department  took  steps  to  insure  that  our  funding  base  remained 
stable.   The  enclosed  document  (attachment  //I)  was  presented  to  our  sub- 
committee and  is  a  matter  of  record.   Members  of  the  committee  at  that 
time  were  Rex  Manuel,  Gary  Spaeth,  Bernie  Swift,  Pete  Story,  Paul  Boylan, 
Ed  Smith  and  Gerry  Devlin.   These  cuts  were  made  with  the  thought  in  mind 
of  keeping  the  department  financially  secure  and  able  to  perform  basic 
services. 

If  the  transfers  in  spending  authority  as  recommended  had  occurred,  the 
department's  State  Special  Revenue  funds  would  have  been  deficit  spending 
sometime  in  1988  or  sooner  due  to  a  decrease  in  investment  income.   To 
continue  operating,  the  department  would  have  had  to,  in  fact,  borrow  from 
the  general  fund  with  no  assurance  of  a  timely  repayment.   Thus  costing 
the  General  Fund  interest  income  as  well. 

This  is  the  first  time  that  this  statute  has  been  interpreted  in  this 
manner  to  the  Department  of  Livestock  either  by  the  Legislative  Auditor, 
the  Legislative  Fiscal  Analyst,  the  Office  of  Budget  &  Program  Planning  or 
the  Legislature.   In  the  past  this  department  has  always  spent  its  state 
special  revenue  fund  appropriations  in  multi-funded  programs  prior  to 
general  funds  thus  any  reversions  were  made  to  the  general  fund. 
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Regarding  the  Milk  &  Egg  Special  Revenue  Fund,  the  department  has  and  will 
continue  to  propose  a  funding  configuration  through  the  budget  process  to 
use  any  excess  funds.   In  fact,  in  F.Y.  '90  and  '91  an  additional  $5,000 
over  projected  revenue  is  budgeted  each  fiscal  year  to  use  up  any  excess. 
This  process  will  be  continued  through  the  next  biennium,  if  necessary. 
The  amount  of  federal  reimbursement  is  determined  each  year  after  budgets 
have  been  approved  by  the  state  and  they  have  increased  the  reimbursable 
amount  following  projection  of  revenue  for  the  last  four  years.   We  just 
haven't  caught  up  through  our  budgeting  process  as  yet. 

The  department  could  concur  with  Part  B  of  recommendations  #1,  if  it 
becomes  necessary  to  seek  legislation  for  an  exemption.   At  this  time  the 
department  would  delay  any  legislative  action  until  the  courts  could 
decide  whether  or  not  it  was  necessary  to  be  in  compliance. 

Recommendation  //2 

A.  The  department  account  for  the  proceeds  from  the  sale  of  estray 
animals  in  the  Agency  Fund  as  required  by  state  accounting  policy. 

B.  Transfer  $17,239  in  interest  revenue  to  the  General  Fund. 

The  department  does  not  concur  with  Part  A  or  B  of  recommendation  //2. 

The  general  fund  lost  no  money  because  of  the  department's  procedure. 
Stock  estray  statutes  require  that  the  department  retain  the  proceeds  for 
a  period  of  two  years.   In  short,  the  department  hold  these  funds  in  trust 
for  the  "owners".   By  transferring  these  funds  to  a  "Special  Revenue  Fund" 
where  interest  can  accumulate  over  this  two  year  period,  naturally,  since 
the  estray  funds  are  held  in  trust  for  the  owners  so  too  would  be  the 
interest  accrued. 

Subsequent  to  the  elapse  of  the  two  year  period  as  required  by  law  these 
funds  are  to  be  placed  to  the  credit  and  for  the  use  of  the  department  of 
livestock.   At  no  point  is  the  general  fund  involved.   This  appears  to  be 
one  illustration  of  where  sound  fiscal  management  on  the  part  of  the 
department  is  being  penalized. 

Recommendation  //3 

The  department  document  certification  of  worker's  compensation  coverage  or 

approved  exemption  from  coverage  for  independent  contractors. 

The  department  will  concur  with  recommendation  //3.   The  department  is 
currently  conferring  with  the  newly  created  State  Insurance  Fund 
previously,  Worker's  Compensation,  to  formalize  a  procedure  that  will 
fulfill  the  requirements  to  implement  this  recommendation.   The  department 
anticipates  that  all  F.Y.  91  and  subsequent  contractors  will  be  in 
conformance  and  the  department  will  have  this  properly  documented. 

Recommendation  //A 

The  department  periodically  reconcile  brand  reports  issued  to  reports 

received. 

The  department  concurs  with  this  recommendation  and  will  further  research 
its  ability  and  the  cost  of  implementing  such  a  system.   At  present,  the 
department  is  skeptical  that  it  can  be  done  with  existing  staff  as  there 
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would  be  approximately  500,000  documents  to  process  annually.   Such  a 
system  would  be  beneficial  to  the  department  in  tracking  inspection 
documents.   Until  it  is  determined  if  and  when  resources  are  available,  we 
are  unable  to  give  any  particular  time  frame. 

Recommendation  //5 

The  department  improve  the  review  process  over  travel  claims. 

The  department  concurs  with  this  recommendation.   Supervisors  will  be 
instructed  and  trained  to  better  review  travel  claims  and  Centralized 
Services  staff  will  be  instructed  to  review  travel  claims  more  thoroughly 
for  allowable  reimbursements  and  signatures.   This  will  be  done 
immediately. 

Recommendation  //6 

The  department  record  all  operating  plan  amendments  on  SBAS  in  accordance 

with  the  state  law. 

The  department  concurs  with  this  recommendation.   The  department  will 
attempt  to  prepare  the  necessary  operating  budget  amendments  earlier 
during  the  fiscal  year  end  processing  period  to  allow  time  for  recordation 
on  SBAS.   In  the  instances  that  this  did  not  occur  the  department  just  ran 
out  of  time  and  did  not  have  additional  resources  available  to  insure  that 
this  requirement  was  met. 

Recommendation  //7 

The  department  establish  separate  accounting  entities  or  subsidiary  detail 

ledgers  to  account  for  disease  emergency  and  re-record  monies. 

The  department  concurs  with  this  recommendation.   In  the  past  the 
department  was  under  the  impression  that  proliferation  of  unnecessary 
accounting  entities  was  undesirable.   The  department  does  maintain 
separate  financial  reports  to  account  for  the  funds  mentioned,  but  they 
are  not  segregated  on  SBAS  other  than  any  expenditures  from  the  disease 
emergency  money  have  been  recorded  in  a  separate  responsibility  center, 
and  the  revenue  from  re-recording  of  brands  was  recorded  in  a  separate 
responsibility  center  when  it  was  received.   In  F.Y.  '91  or  sooner  the 
department  will  instigate  the  use  of  SDL  numbers  to  account  for  the  monies 
mentioned. 

Thank  you  for  the  opportunity  to  include  our  comments  in  your  report  and 
the  professional  manner  in  which  your  staff  conducted  their  audit  of  the 
department . 

Sincerely, 


^^   x^'^V^^/4^/</^;^V 


Les  Graham,  Executive  Secretary 
To  the  Board  of  Livestock 
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Attachment  #1 

June  9,  1986 

TO:        Rex  Manual 

Members  of  Natural  Resources  Commission 

FROM:      Les  Graham,  Executive  Secretary 
To  the  Board  of  Livestock 

RE:        Cost  Reduction  Summary 

Management  actions  taken  to  date  by  the  Department  of  Livestock  for  F.Y.  86 
Se  87  to  eliminate  funding  problems. 

1 . )   Cost  Saving  Measures: 

Personal  Services:  F.T.E.     POSITION 

Inspection  &  Control  Division  $230,000 

Animal  Health  Division  $  70,000 

Lab  Division  $  40,000 

Centralized  Services  $  17,000 

Total  $357,000        17.9        21 

Operating  Expense: 

Inspection  &  Control  Division  $  70,000 

Animal  Health  Division  $  95,000 

Total  $165,000 

Total  Expenditure;  Reductions      $522,000 

The  following  represents  the  reduction  to  each  program  by  percentages. 
These  reductions  have  been  ordered  by  the  Board  of  Livestock. 

a.)   Centralized  Services 

Total  reduction  since  April,  1985       A.A% 
b.)   Diagnostic  Laboratory 

Total  reduction  since  April,  1985       6.1% 
c.)   Disease  Control 

Total  reduction  since  April,  1985       9.0% 
d.)   Milk  &  Egg 

Total  reduction  since  April,  1985       1.5% 

(Does  not  include  position  to  be  cut) 
e.)    Inspection  &  Control 

Total  reduction  since  April,  1985      12.5% 
f.)   Predator  Control 

Total  reduction  since  April,  1985      16.8% 
g. )   Rabies 

Total  reduction  since  April,  1985       1.3% 

Notes: 

a.)   This  represents  an  overall  Department  reduction  of  approximately 

12.1%. 
b.)   From  1971  -  1986  FTE  vacancies  and/or  position  reductions  =  29.8%. 
c.)   In  1985-1987  positions  held  or  cut  equal  IA.7%. 
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